This research provides an overview of the recent developments as regards the functioning of the Nordic model of economic development and welfare. In order to provide a tractable conceptual framework, the paper starts by introducing the key mechanisms of the Nordic economies, as framed in the most recent economic and political economy literature. The three distinct but interrelated features of the Nordic model are a high degree of compression of wage differentials, a dynamic process of creative destruction and innovation, and a high level of public welfare spending. This framework is then used to interpret recent developments and future prospects, mostly related to the implications of population ageing and automation for the future sustainability of the public spending in the Nordic economies.
Let us start by explaining the feature described in (I) with the support of stylized empirical evidence. Figure 1 shows the average of the ICTWSS index of coordination of wage setting, plotted against the average of the OECD gross earnings interdecile ratio P90/P10, for all OECD countries in the period 1970-2013. In Figure 1 , the Nordic countries appear in the upper left, indicating low pre-tax wage dispersion and a high average index of centralized wage bargaining. Only Belgium, Germany and the Netherlands obtain a combined score that can be described as of the "Nordic type", whilst Italy and Austria can be associated with the Nordic countries for one only dimension each, namely low wage dispersion in Italy and high degree of centralized wage setting in Austria. In other words, Figure 1 conveys a static picture of mechanism (I), showing that a higher degree of wage coordination through collective bargaining correlates with a more compressed wage distribution for the Nordic countries. This stylized fact is a rather conventional result of economic theory, confirming that whenever unions negotiate wages at the national level, this leads to a lower overall degree of pre-tax wage dispersion (Barth and Moene, 2012 10 ). An Erixon, 2010 Erixon, , 2016 . Briefly, this theory emphasizes that a high initial level of wage compression functions as a "tax" on low-productivity enterprises (raising the bar for access to low-skilled human capital), whilst high-productivity enterprises receive an indirect "subsidy" (due to the lower wages for high-skilled human capital). Ceteris paribus, this translates into increased investments and higher expected profits for the most productive firms, leaving behind the least productive firms. In other words, wage compression fosters a dynamic process of "constructive" creative destruction, leading to higher demand for labor, which in turn leads to a higher average level of labor productivity and correspondingly higher wages (for a constant employment level).
The essence of the Rehn-Meidner model is purely dynamic; however, Figure 2 gives an overall static view of the long-run correlation between wage compression and productivity. skill distribution entails a majority of low-skilled workers, higher wage compression will then imply a jump in wages for the majority of workers, who will in turn demand more social insurance goods because they can now afford more of them (for a given distribution of risk of income loss). Specifically, as workers receive higher wages, the income loss associated with a less generous welfare state gets larger, whilst the utility cost (or disutility) necessary to finance social insurance programs shrinks. Hence, the more equal the pre-tax wage distribution, the higher the amount of social insurance goods demanded by the median voter. This implies that already equal allocations will determine higher public welfare spending which reduces inequality even further, whilst unequal allocation of wages call for less redistribution and in turn more inequality; it has therefore been labeled as the "equality multiplier". This multiplier is shown in 22 claim that an ever-increasing share of GDP devoted to public spending will lead either to unsustainable welfare states (for given tax rates), or to necessarily higher tax rates in conflict with the Laffer bound. In addition, authors who advocate for a retrenchment of the welfare states in the Nordic countries due to the ageing population often refer to the projected increases of the old-age dependency ratios in the Nordic countries -for instance, an increase in the ratio of population aged 70+ years to population aged 25-69 years. Let us look more closely at this ratio for the four Nordic countries in Figure 4 , by plotting probabilistic projections of the old-age dependency ratios. (1) WSS i,t (PSR, SE) = f (
in which , is the potential support ratio for country at time , given by the ratio between the 25-69 year old population and the population 70+ years old (i.e., the inverse of the old-age dependency ratio); and , is the aggregate public social expenditure as a percentage of GDP, for country at time . The WSS ratio increases when the demographic trends summarized in the PSRs signal an increase in the proportion of the working-age population, but it decreases when a higher denominator implies that a given amount of working-age agents will have to finance a higher share of aggregate public social expenditure. The WSS ratio for the four Nordic countries in the period 1980-2100 is plotted in Figure 5 , relying on actual data for the period 1980-2015 and on projection series for the period 2020-2100. In conclusion, on one side the robustness and sustainability of the generous public spending of the Nordic model of economic development and welfare (feature III) seems to be highly dependent on the higher productivity growth induced by increased automation, whilst on the other side automation might as well trigger changes in the distribution of pre-tax wage incomes which might alter the functioning of the Nordic model as we know it.
Concluding remarks
The aim of this research was to provide an up-to-date overview on the mechanisms that constitute the bulk of the Nordic model of economic development and welfare. In particular, the paper focused on the sustainability of the public spending of the Nordic model, and the recent trends as regards population ageing and automation technologies. The stylized evidence from the Welfare State Sustainability (WSS) ratios point in the direction of a lower degree of future sustainability of public welfare spending in the Nordic countries. However, sustainabilityenhancing productivity shocks can come from automation technologies, whose relationship with population ageing has been shown to be positive in the most recent economic research. If ageing fosters automation, which in turn fosters higher productivity growth, then the sustainability picture might change. Automation might on the other hand decrease the degree of compression of wage differentials in the Nordic countries, which has been presented as one of the key elements of the Nordic model. In conclusion, this paper has attempted to contribute to the political economy and institutional economics literature on Nordic economies by providing an overview of the ongoing trends and changes that the Nordic model of economic development and welfare is currently undergoing.
